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New England Cities — Hartford, Connecticut 


Massachusetts 


A $146 million budget was recommended for the 
state for the fiscal year 1948 commencing 
July 1, 1947 — the largest budget ever submitted 
in the history of the Commonwealth of Massachu- 
setts. The fiscal problems of the Commonwealth 
are aggravated not only by the size of the budget 
but by the increase of $38 million, or 32 per cent 
above the 1947! budget. 

The increase in the 1948 budget for the Common- 
wealth of Massachusetts is not peculiar to this state 
but merely the reflection here of conditions preva- 
lent throughout the country. Among the major 
causes of the current high cost of state-local gov- 
ernment operations are the financial heritage of the 
depression of the 1930's, the special state costs of 
World War II, and the large increase in wages and 
prices during and following the war. The increas- 
ing cost of the Commonwealth's services has gen- 
erated new interest in additional sources of revenue. 


General Expenditures in Massachusere 


Total state general expenditures? for govern- 
mental functions by the Commonwealth increased 
to $233 million in 19463, breaking all previous rec- 
ords. This amount compares with $190 million for 
1945, an increase of approximately 22 per cent. 
Chiefly responsible for this sharp increase of $43 
million was $41 million expended for bonus pay- 
ments to veterans. If the abnormal and one-time 
(nonoperating) expenditure for the bonus is ex- 
cluded, the percentage increase was small, being less 


r than two per cent (see chart on page 2). 


However, in analyzing state expenditures and 
revenue, it should be understood that a considerable 
portion of both merely funnel to and from the 
municipalities. All expenditures are not made for 
state functions, nor is all revenue available for use 
by the state government. 

A brief analysis of the relative increase in major 
state expenditures in recent years follows: 

1. Total Costs of Operations! advanced in every 
successive year during the period 1942-1946 except 
1943. These costs of operation rose from $51 mil- 
lion in 1942 to $105 million (including $41 mil- 
lion ‘war bonus payments) in 1946, or approxi- 
mately 106 per cent. The greatest increase occurred 
during 1946 when total operating costs (due chiefly 


State Finances 


to war bonus payments) rose from $59 million to 
$105 million, or 78 per cent. However, excluding 
war bonus payments, operating expenses increased 
but $5 million, or only about nine per cent from 
1945 to 1946. The greater part of this increase can 
be attributed to the general rise in wages and sup- 
plies rather than to any additional services. Oper- 
ating costs (excluding war bonus payments) rose 
from 22 per cent of total general expenditures in 
1942 to 33 per cent in 1946. 

2. Aid to Local Governments expanded from $89 
million in 1942 to $95 million in 1945, or approxi- 
mately seven per cent. The relative importance of 
this particular expenditure can be judged by the 
fact that in 1945 it represented 50 per cent of the 
total general operating expenditures as compared 
with 41 per cent in 1942. This increase is auto- 
matic because certain taxes have been earmarked for 
this purpose and increased collections had to be 
passed on to municipalities. 

The distribution of the $95 million of state aid to 
cities and towns in 1945 by functions was as fol- 
lows: public welfare, 41 per cent; maintenance and 
construction of highways, 10 per cent; schools, 10 
per cent; and unspecified purposes, 39 per cent. 

State aid in Massachusetts has played since 1930 
an increasing role in the local expenditure pattern. 
If the trend continues toward expansion of govern- 
mental functions, (and since the towns and cities in 
the Commonwealth of Massachusetts are already 
“‘overtaxed’’), it may be that total state expendi- 
tures to aid local governments will tend to go 
higher. 


\Further reference to any year, unless otherwise specified, will be on a fiscal year basis 
commencing July 1 and ending June 30 of the year given. 





*Toral general expenditures, as defined by the U. S. Bureau of the Census, include 
payments for the following functions of the state: provision for debt retirement, aid paid 
to local governments, capital outlay, iaterest, as well as for operations—public safety, 
highways, health and hospicals, etc. 


‘These figures prepared by che Bureau of the Census include about $130 million of pay- 
ments which are outside the state budget process, particularly Federal aid passed on to 
cities and towns or spent by the state without appropriations. state collected locally 
snared taxes; unemployment compensation taxes collected by the Commonwealth and 
paid co trust funds maiatained by the Federal Government; and in the year 1946 bonus 
payments co veterans. 


Cost of operations includes expendircures for services employed or contracted for, 
property rented, materials utilized in che current maintenance of the general government 
functions of the state—particularly for hospicals, general control (staf services), high- 
ways, public safety, health and public welfare. 

54 mounts paid from stare funds to local governments for the support of specified func- 


ions or for general purposes, irrespective of formula used or presence or absence of funds 
earmarked for such aid. 
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3. Contributions in recent years have been for un- 
employment and retirement funds. In 1945 con- 
tributions amounted to $26 million as compared 
with $47 million in 1942. The steady decline in 
annual contributions is partly due to changing 
wage and employment conditions but largely to 
the accumulating effect of experience rating. Ex- 
perience rating, which reduces the amount of the 
tax, became effective in the 1946 fiscal year. 


Where the Money Goes State Expenditures 

It is significant to study where money from 
particular state taxes went in Massachusetts in 
comparison with the other New England States. 
Expenditures are presented on a per capita basis. 

Over one-half of the per capita total general ex- 
penditures of the New England States was devoted 
to the cost of operation of state institutions and 
highways. Per capita operation expenditures 
ranged from a low of $14.17 in Massachusetts to a 
high of $32.61 in Maine. These figures compare 
with $25.30 for the average of the New England 
States and $20.43 for all states in the Nation. 
Among the major expenditures for Operations were 
those allocated to public welfare, highways, hos- 
pitals, schools, and general control. Except for Gen- 
eral Control, the particular operation expenditures 
show little similarity on a per capita basis from state 
to state. 

Contributions (previously described) represented 
nearly 14 per cent of the per capita total general ex- 
penditures in Massachusetts. In 1945 the per capita 
average contribution in the New England States 
was $11.32 and ranged from a low of $6.26 in Mass- 
achusetts to a high of $19.23 in Rhode Island. In 
most states contributions were allocated to unem- 
ployment compensation reserves. 

In 1945 aid to local governments amounted to $7.76 
per capita in the New England States and repre- 
sented nearly 16 per cent of the per capita general 
expenditures of the New England States. A state by 
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state comparison in New England shows wide 
divergence for this type of expenditure. In Massa- 
chusetts the per capita payment was $22.91, or near- 
ly three times that of the per capita average for all 
the New England States. 

The analysis above does not begin to show the 
complexity of state government expenditures. Most 
of the expenditures discussed are made from money 
collected from nearly every type of tax. In only 
a few cases is the entire revenue from one tax used 
for a single purpose. 

To help meet an unprecedented level of state 
expenditures in Massachusetts total general reve- 
nues® were increased from $200 million in 1945 to 

This includes revenues of the state incident ro the exercise of its governmental func- 
tions as distinguished from the management of its enterprises and administration of its 


trusts and sinking funds. Ie also includes revenue under all funds enumerated under 
general expenditures. (U.S. Bureau of the Census — State Finance, Vol. 1.) 


TABLE I 
PER CAPITA STATE EXPENDITURES — NEW ENGLAND AND ALL STATES — 1945 








i | | | % Av. 
| | | Av.(6) | Av. | NE. of 
CHARACTER AND FUNCTION Mass. Conn. R106] NH |) V8 Me N.E. | 48 | Av. 48 
| | | | States | States States 
Total general expenditures............. $45.73 | $49.96 $49.62 | $48.21 | $46.36 $50.82 $48.45 $48.87 99 
General expenses less debt retirement....| 44.02 | 49.91 48.76 44.65 | 43.25 48.30 46.48 44.13 105 
WOM GPRTHNONS <6 500. ose ss sce lee cae 14.17 25.48 22.02 30.49 28.03 31.61 25.30 20.43 124 
Selected Operating Items: | . 
DRE ERNE 8g 6 bao bots 6 ache cae .78 5.89 6.49 7.99 6.99 9.88 6.34 | 5.61 113 
Saree ee eee 1.78 4.22 1.96 7.04 5.90 120 4.69 s22 146 
Hospitals & institutions for the handicapped. 3.87 | 4.27 2.69 3.41 2.83 2.83 3.32 2.04 163 
OS Pe Re a ree alee 2.16 2.63 2.71 2.90 | 2.97 1.74 2.40 1.61 149 
RNIN Se tt Sic aise acne aa .86 255 1.80 218 | 2.49 2.63 2:95 3.39 
San Pak else eae nee 1.23 1.70 1.65 1.40 | 1.14 1.62 1.46 147 
UE Soto io os ao ae ee eriete .80 .96 1.06 89 | 1.31 99 87 114 
MON. a5 carats a aca ame 1.01 96 .80 By i) | 1.41 80 96 65 148 
Aid paid to local governments!......... 29.91 4.44 4.37 4.24 | 6.42 4.15 7.76 12.08 64 
IBORTOUNDIE?  5.0ic/s cic Sesh dawns 6.26 18.18 19.23 Jas | 7.03 9.98 11.32 8.54 133 
RII MRIN <8 a keds chica cua 19 1.70 1.92 2.18 1.32 1.75 1.51 2.46 61 
Se ae ae ee eT 49 -12 1.23 50 45 81 .60 64 94 





























Based on estimated population on July 1, 1944. 


11n 1945 the Commonwealth of Massachusetts paid $94.7 million to local governments, of which 42 per cent was specified for public welfare (general 
relief), old-age assistance, and aid to dependent children; 40 per cent for unspecified purposes; 8.7 per cent for schools; and 9.8 per cent for highways. 


2Contributions went to various trust funds and enterprises. In all states combined almost the entire amount went to general funds which allocated 80 per 


cent for state use and most balances for local government use. 


Source: State Finances: 1945 for Individual States, Vol. 1, Bureau of the Census, U. S. Dept. of Commerce. 
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$233 million in 1946 — approximately 16 per cent. 
Over 80 per cent of this revenue came from taxes, 
which increased from $165 million in 1945 to $197 
million in 1946, or approximately 20 per cent. 
Total general revenue, total general expenditures, 
total taxes, and outstanding long-term debt for the 
Commonwealth of Massachusetts for the period 
1942-1946 are shown in chart on page 2. 

An analysis of the major tax and other revenues 
in relation to total general revenues between 1942 
and 1945 follows: 

1. License and Privilege Taxes? constituted the 
largest single source of tax revenue and showed a 
net increase from 1942 to 1946 of approximately 
$15 million, or 45 per cent. License and privilege 
taxes in 1946 amounted to $49 million, of which $31 
million came from corporation excise and sur- 
taxes. In 1945 this source of revenue carried a 
relatively heavier share of the state's total general 
revenue than in 1942, namely, 24 per cent as com- 
pared with 16 per cent. 

2. Sales and Gross Receipts Taxes on motor vehicle 
fuels and other items amounted to $41 million in 
1946 — the second largest source of tax income. 
Sales taxes on motor vehicle fuels declined sharply 
due to rationing and Government restrictions 
from $21 million in 1942 to $13 million in 1945, 
or 37 per cent. However, sales and gross receipts 
from ‘other items’’ increased during this interval, 
resulting in only a $3 million decrease for the 
classification as a whole. In 1942 sales and gross 
receipts taxes provided approximately 21 per cent 
of the state’s general revenue as compared with 
20 per cent in 1945. Massachusetts does not 
utilize the general sales tax, and consequently 
derives no revenue from tt. 

3. Individual Income Taxes provided the third 
largest source of revenue to the Commonwealth. 
A large part of these taxes are distributed to cities 
and towns. Income from this source increased from 
$21 million in 1942 to $27 million in 1945, approxi- 
mately 29 per cent. Factors accounting for this 
increase were increased wages, dividends, and prof- 
its. In 1942 total individual income taxes contrib- 
uted 13 per cent of total general revenue as com- 
pared with 16 per cent in 1945. 

4. Property Taxes — although one of the lesser 
contributors to the total general revenue of the 
state — are highly important to all municipalities. 
The deficit in the state budget is assessed to the 
cities and towns and collected in the form of real 
estate taxes. In 1945 the revenue from general prop- 
erty taxes amounted to less than seven per cent of 
total state revenue compared with eight per cent in 
1942. During these years income to the state govern- 
ment from property taxes declined from $17 million 
to $13 million. 

5. Aid. Received from Other Governments (1945 
chiefly from Federal grants) was the fourth largest 
source of the state's general revenue. The annual 
aid received from the Federal Government varied 
within narrow limits except for 1943, when it 
reached a high of $31 million. In 1945 Federal aid 
accounted for 13 per cent of total revenue compared 
with slightly over 13 per cent in 1942. 
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Excluding license and privilege taxes, the pre- 
viously discussed sources of revenue furnished a 
fairly stable proportion of total general revenue 
from 1942 to 1945. These five sources of revenue 
constitute approximately 75 per cent of the total 
general revenue in 1945. 

It should be borne in mind that although the 
major sources of revenue appear to be fairly stable 
during the prosperous years 1942-1946, it is likely 
that in any major depression these and other sources 
of revenue would vary widely in their dependability 
— especially revenues from corporation taxes, sales, 
and gross revenue taxes. 


LOnS- ler riscal Wiimculttes 


The general property tax is a time-honored in- 
stitution in the Commonwealth of Massachusetts, 
as in other states. In the Commonwealth the 
amount collected by general property taxes has 
tended to increase over the years. In 1944 the 
property tax burden was so great that a Special 
Commission was appointed by the General Court to 
report on real estate. Adverse economic trends in 
the state were reported by the Commission to be a 
fundamental cause of high property taxes. 


“Since 1910 taxes not only doubled but redoubled, and in the 
process a constantly greater total has been taken from the 
ockets of real estate owners. The policy of loading the 
ion’s share of the cost of all government on real estate 
speeded a downward spiral toward bankruptcy which has 
already caught some of our cities, more of our towns, and 
which may ultimately endanger the Commonwealth.’’8 


There has been a downward trend in assessed val- 
uation in all municipalities since 1930 (see chart). 
From 1930 to 1946 the total assessed valuation in 
the state for all municipalities declined from $7 bil- 
lion to $6 billion, or approximately 13 per cent. 
The result of any decline in assessed valuation neces- 
sarily requires higher average tax rates to produce 
the same revenue, assuming equal enforcement and 
equal delinquincy rates. 





TThis includes what are generally referred to as ‘business’, “‘license’’, “privileges”, 
occupation’, “‘taxes’’, and all taxes paid for the privilege of engaging ia busiaess withia 
the state except taxes measured by net income. 


8Report of the Specia! Commission on Real Estate Taxation and Related Matters, 
House Documeat No. 1890, pp. 16, 17, Commonwealth of Massachusetts, March 15, 1945. 


MASSACHUSETTS PROPERTY TAXES 


Assessed Valuation, Direct Tax and Average Tox Rate 
for Municipalities 
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Direct taxes (assessed value —— by the 


average tax rate) showed an upward trend from 
1912 to 1932, leveled off, and then increased slightly 
in 1945 and 1946. Direct taxes increased from $73 
million in 1912 to $216 million in 1930. In 1946 
direct taxes increased to $240 million, about 11 per 
cent above the 1930 total. The average tax rate in- 
creased from $17.06 per thousand in 1912 to $29.85 
in 1930 and reached an all-time high of $37.76 in 
1946, 26 per cent above the 1930 rate. 

Mounting costs of government in the municipal- 
ities of Massachusetts would be a matter of less seri- 
ous importance if there were corresponding increases 
in values to tax. In 1910 Massachusetts had S885 
of valuation for every inhabitant. Per capita valua- 
tion rose to $1,507 in 1930. By 1940 it had dropped 
back to $1,300 and rose only slightly in 1946 to 
$1,411. Since 1930 Massachusetts has been trying 
to get more and more from less and less. The per 
Capita property tax which was but $19.81 in 1910 
had mounted to $50.81 in 1930, to $52.21 in 1940, 
and climbed to an all-time peak of $53.31 in 1946. 

Despite the heavy reliance on property taxes at 
the municipal level, levies on property in Massa- 
chusetts for the support of the state government 
are now one and a half times the per capita aver- 
age for the 48 states. In 1945 Massachusetts out- 
ranked all other states, except Maine, in its depend- 
ence on the property tax as a source of revenue to 
the state government. (1945 figures used only if 
1946 data are not available or unsuitable for com-. 
plete analysis.) 

The report by the Special Commission on Real 
Estate Taxation in 1945 stressed that merely levy- 
ing new taxes will not rescue real estate from its 
predicament unless such action is accompanied by 
the Legislature’s imposing controls over future 
spending by cities, counties, and towns. This view 
is shared in a recent report by the Massachusetts 
Federation of Taxpayers Association? as well as in 
Governor Bradford's proposed tax program for 1948. 

Revenue from the general property tax has proved 
to be unresponsive to a period of general prosperity 
and especially unresponsive to inflationary condi- 
tions. In the recent years of war prosperity from 


1939 to 1945 Massachusetts income payments! to 
individuals and estimated effective buying power!! 
increased 84 and 68 per cent, respectively. Despite 
these indications a en Capacity to pay, if 
property tax rates had remained unchanged total 
revenue from the property tax would have de- 
creased approximately three per cent from 1939 to 
1946. This conclusion is derived from multiplying 
total assessed valuation in each year by the 1939 
average property tax rate. 


Tax Burden in Massachusetts 


To gauge the variations in the taxpayers’ burdens 
in Massachusetts and other states, tax revenues are 
calculated on a per capita basis. In 1945 the per 
capita tax burden in Massachusetts (excluding un- 
employment compensation taxes) was $33.48 com- 
pared with $30.34 for the New England States and 
$31.60 for all 48 states. On a per capita basis, 
Massachusetts relied far more heavily upon license 
and privilege taxes, individual income taxes, and 
property taxes than did the New England States 
generally or the other states in the Nation (see 
Table IL). Taxes exploited more heavily on a per 
capita basis in the country as a whole than in 
Massachusetts were general sales and unemploy- 
ment compensation taxes, and toa lesser extent cor- 
poration and motor vehicle fuel taxes. 

It is apparent from this review of trends in Massa- 
chusetts state finance and the comparison of tax 
burdens in Massachusetts with the burden in other 
states that the state government must utilize sources 
now under-exploited to carry on its present func- 
tions, if it is to avoid the adverse effects upon em- 

loyment opportunities which may be expected to 
ballow any further increases in the tax burden 
imposed upon property. Above all, the most careful 
study ast to be made of possible economies in 
both state and local governments to insure that the 
burden of taxes in the future, whatever their char- 
acter, is not excessive in terms of the services 
rendered. 

§Taxtalk May 1947. 


WCurrent Business, U. S. Dept. of Commerce, February 1947. 
USales Management, May 10, 1945. 


TABLE II 
PER CAPITA STATE REVENUES — NEW ENGLAND AND ALL STATES — 1945 



































% Av. 
Av. (6) Ay. N. E. of 
SOURCE Mass. Conn. R.1 N.H Vt. Me N. E, 48 Av. 48 
States States States 
NMA; cua sscavebusuexocenaccaune -| $39.55 $47.79 $44.72 $35.50 $41.26 $38.03 $40.81 $39.49 103 
Total taxes (excluding unemployment com- 
MRO TIMER « i 850.0 55% 5.5:05<0kaae 33.48 30.91 25.85 28.48 34.67 28.64 30.34 31.60 96 
Selected Revenue Items: 
License and privilege taxes!.......... W172 5.83 8.53 7.43 10.24 7.28 8.81 5.67 155 
Aid received from Federal Government. 6.06 3.72 4.58 6.48 5.83 7.08 5.62 6.87 82 
Motor vehicles fuel texes3.......0506 3.24 3.97 3:42 5.19 5.92 5.50 4.54 5.92 77 
Individual income texes..........-008 6.49 0.00 | 0.00 1.37 3.69 0.00 3.85 3.37 114 
ESS EI eer . 3.09 0.93 | 0.00 2.10 1.92 6.64 2.94 2.66 111 
Orporation income taxes ........... 0.38 6.44 0.23 - 0.00 1.88 0.00 2.93 3.23 69 
Aid from local governments........-+6 s 1.57 Sd 1.84 1.24 0.77 1.36 56 243 
General sales, use, or gross receipts taxes 0.00 0.00 6.00 0.00 0.00 0.00 .00 11.16 a5 
Unemployment compensation..........-. 6.07 16.89 18.87 7.02 6.58 9.39 10.80 7.85 138 





Based on estimated population on July 1, 1944. 


11n 1945 over 60 per cent of the revenue from license and privilege taxes came from corporate excise taxes or corporate surtaxes. 
2Also includes excise tax on alcoholic beverages, gross receipts on cigarettes and meals, and pari mutuel admission taxes. 


SRevenue less than one-half of one cent. 


4Property taxes — Include only that portion of total property taxes collected for state use. 
Source: State Finance: 1945 for Individual States, Vol. 1, Bureau of the Census, U. S. Dept. of Commerce. 
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AT half of the member banks throughout 
New England reported lower profits for the 
year 1946 than for 1945, the balance reported 
increases. The declines in profits, however, more 
-than offset the increases. Net profits after taxes 
of all First District member oe aggregated 
about $33 million, down from 1945's $41 million. 
Boston member banks’ net profits after taxes were 
off rather sharply, declining about $6 million from 
$15 million. At member banks outside the city 
the decrease in profits was moderate, down $2 
million from $25 million the previous year. Total 
earnings and net earnings of all New England 
member banks, however, were higher in 1946 than 
for any year since 1929; and net profits in the 
aggregate as a percentage of total earnings de- 
clined little from 1945. 

An analysis of the income and expense reports for 
the year 1946 of 242 First District member banks 
makes possible certain generalizations about the 
changes which have occurred not only in the 
sources of income and distribution of expenses but 
also in the relative proportion of earnings and ex- 
penses. The banks considered comprise 72 per cent 
of the number and hold over 95 per cent of the 
deposits of all member banks in the district. 


Net Profits After Taxes 


On the average, net profits after taxes of the 
member banks in Boston amounted to 6.7 per cent 
of capital funds as compared with 10 per cent in 
1945. At the member as outside Boston the 
rofits were 8.9 per cent of capital accounts — not 


ANALYSIS OF TOTAL INCOME — 1946 
242 Member Bonks—F. R. District I 
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much different from the 9.7 per cent shown in 1945. 
These declines partly reflect increases in capital. 

As a percentage of total earnings, profits at the 
Boston Kanha were 23 per cent, down from 34 per 
cent the year before. On this basis, member banks 
outside Boston reported substantially better results 
than the city banks — net profits after taxes were 
31 per cent of total earnings as compared with 36 
per cent in 1945. 

A classification of the country member banks by 
deposit size shows that the smallest banks returned 
the greatest percentage of profits to earnings — 
even larger than the previous year. Countr 
member banks with deposits of less than $2 million 
reported net profits after taxes of about 37 per cent 
of total earnings, in contrast to 33 per cent in 1945; 
while the largest outside banks, with deposits of 
over $50 million, reported comparable declines. 
These banks showed about 31 per cent of total 
earnings as profits after taxes. The improvement in 
net profits after taxes at the smallest banks and the 
relatively better showing of all member banks out- 
side Boston were principally the result of more 
moderate rates of decline in the amount of securi- 
ties held and small increases in yields. Net gains on 
securities sold were also relatively greater for the 
banks outside Boston than for the Boston banks 
but were lower for the year in both areas. Net 
charge-offs were heavier at the city banks than at 
banks elsewhere in New a The country 
banks made charge-offs at about the same rate as in 
1945. The over-all reduction in nonoperating 
profits, combined with higher salaries and in- 
creased tax payments, were major factors in low- 
ered net profits. 


Principal Sources of Earnings 


A growing loan volume resulted in a larger in- 
come from this traditional source. Increased hold- 
ings of commercial, real estate, and consumer loans 
at slightly firmer rates in Boston and at about the 
same rates outside contributed 40 per cent of the 
Operating earnings of Boston member banks and 32 
per cent of the member banks outside. The con- 
sistent shrinkage during recent years of earnings on 
loans and increases of earnings from securities in 
comparison with total earnings has been reversed 
both in volume and percentage. The amplitude of 
the change observed, however, is somewhat ob- 
scured by the increase in total earnings. In Boston 
the percentage of earnings from loans was slightly 
greater than income from securities for the first 
time since 1942. At banks outside Boston this 
source of earnings was 3.3 per cent greater in rela- 
tion to total earnings than last year but was still 
exceeded by income from securities. 

The return on securities held accounted for 39 
per cent of total earnings of Boston member banks 
and 52 per cent at banks outside. Rates of return on 
funds loaned by Boston banks averaged 2.7 per 
cent, an increase of two-tenths of one per cent 
against a slight decline at banks outside, where the 
average return was 4.6 per cent as compared with 
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4.7 per cent the year before. The average yield on 
all securities held by banks in Boston was 1.5 per 
cent as compared with 1.8 per cent at banks outside 
the city, slightly higher in both areas than the year 
before. ‘ 

The earnings from trust departments were large 
for certain institutions, but were unevenly dis- 
tributed throughout the banks as a group. In- 
creases in trust department earnings were reported 
in all cases. In the larger banks, earnings from 
trust operations ranked third as a source of income, 
ranging between 9 and 12 per cent of total earnings. 
In the smaller banks, service charges on deposit 
accounts were the third most important source and 
approached the percentage of income received from 
trust work at the larger banks, amounting to about 
nine per cent of total earnings. _ Income from all 
other sources On current Operations remained vir- 
tually unchanged. 


Increased operating earnings were accompanied 
by increased expenses. Salaries and wages, the 
largest expenditure, increased rather significantly 
at both Boston and the very small country member 
banks. The city member banks paid out 36 per 
cent of total earnings as salaries and wages, and 
outside member banks with deposits of less than 
$1 million about 38 per cent — 32 per cent was 
paid by both of these groups of banks in 1945. For 
the outside banks as a whole, the proportion of 
salary and wage expense remained unchanged at 
30 per cent, but more dollars were paid since total 
earnings were substantially higher be this group. 

Taxes again took a considerable proportion of 
earnings and ranked second among expense items, 
absorbing abcut 16 per cent of the total income of 
Boston member banks and about 14 per cent at the 
banks outside. Taxes for all member banks as a 
group were higher absolutely than they were in 
1945 despite the repeal of the excess profits tax on 
January 1, 1946. Taxes on net income fell heaviest 
on the larger banks. They were lightest on the 
smaller banks, particularly those with the largest 
proportion of time deposits. Income taxes for the 
country banks were 11 per cent of total income — 
up from 10 per cent in 1945, and approached the 
percentage paid by Boston banks of 13. 

Interest paid on time deposits amounted to 13 
per cent * total earnings for the member banks 
outside Boston. As a percentage of gross income 
this was not significantly different from last year, 
but because of the increase in time deposits, the 
outlay in dollars was somewhat greater. Interest 
payments averaged 1.0 per cent of time deposits. 
At Boston member banks interest paid on time 
deposits amounted to only 3.3 per cent of total 
income and likewise was practically unchanged 
from last year. 

Expenses of maintenance of quarters required 7.1 
per cent of total income for the city banks and 
ranked as their third major item of expense. Banks 
outside Boston with time deposits under 25 per 
cent of total deposits made an outlay of 6.2 per 
cent, a slight decrease over last year. Country 
banks, however, with over 50 per cent of time de- 
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posits, spent less than four per cent of total income 
on maintaining quarters against an expenditure of 
4.4 per cent last year. 

Other expenses were generally higher, both 
absc'utely and relatively, but showed no substan- 
tial changes in proportions of earnings absorbed 
and reflected the usual consistency. Net current 
operating earnings were down to 36 per cent of 
total earnings as compared with 41 per cent in 1945 
at Boston member banks. Outside member banks 
reported 35 per cent, up from 32 per cent last year. 


Nonoperating Profits and Losses 


The favorable situation regarding losses and 
recoveries still tends to exaggerate current bank 
profits. A large part of the increase in net profits 
during the war was attributable to the great reduc- 
tion in net losses and charge-offs. In the case of 
securities, losses continue relatively low and re- 
coveries high when compared with the prewar 
years. In the case of loans, recoveries have ex- 
ceeded losses since 1942. Net gains on sales of 
securities at Boston member banks for 1946 were off 
sharply from 14 per cent of total earnings in 1945 
to 4.4 per cent, and at country banks from 17 to 10 
percent. Net charge-offs at the Boston banks were 
4.6 per cent of total earnings, down from 7.2 per cent 
in 1945. Outside banks reported net charge-offs 
at about the same rate as in 1945 — 2.2 per cent. 

New England banks seem to have substantially 
cleaned up their substandard assets and continua- 
tion of large recoveries is not likely. In view of 
present Government monetary policies in connec- 
tion with the Federal debt, continuing large prof- 
its from sales of securities are improbable. In the 
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future, member bank net profits will undoubtedly 
be influenced less by fluctuations in gains on securt- 
ties sold and depend more on direct operations. 


Dividend 


Cash dividends paid by Boston member banks for 
the year 1946 were $700 thousand larger in amount 
than were paid in 1945, aggregating about $7.6 
million. The payments absorbed a larger percent- 
age of net profits after taxes — 59 per cent, as com- 
pared with 39 per cent the previous year. As a per- 
centage of current earnings, dividends amounted to 
14 per cent — about the same as last year — and as 
a percentage of capital funds the payments were 3.6 

er cent, a rate which has been maintained since 
1942. Country banks paid out about 31 per cent of 
net profits after taxes in dividends — about the 
same rate which was paid last year; but in amount 
the payments, like those by the city banks, were 
larger by $700 thousand, aggregating about $8.5 
million. As a percentage of capital funds, the pay- 
ments amounted to 2.5 per cent as compared with 
2.7 per cent last year and 2.3 per cent in 1942. 

The remainder of profits was used to build up 
capital funds. About 41 per cent of net profits of 
the Boston member banks and 69 per cent of net 
profits of the banks outside was available for 
strengthening capital. These gctovan ge compare 
with 61 per cent and 70 per cent of net profits 
available for capital at city and country banks in 
1945. The addition of substantial portions of 
earnings to capital has the full support of super- 
visory authorities and reflects increasing awareness 
on the part of management that expanded deposits 
and the greater postwar lending responsibilities 
require strengthening of capital structures. Prof- 
‘its in recent years have appeared larger than those 
reported for other corporations because capital 
funds have been low in relation to the volume of 
business. The ratio of capital to deposits of the city 
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ETAIL credit sales in the Boston Federal Re- 

serve District during 1946 expanded 47 per 
cent above the previous year’s volume which was 
more than double the gain in cash sales. This fact 
was disclosed by the Fifth Annual Retail Credit 
Survey conducted by the Federal Reserve System. 
Nine lines of retail trade in which the extension of 
credit to customers is important were represented. 
In this district, where reports were received by 
the Federal Reserve Bank of Boston from 455 retail 
stores having total sales of approximately $400 
million, the gain in total sales above 1945 was 32 
per cent, with instalment sales up 62 per cent, 


charge account business up 44 per cent, and cash. 


transactions up 22 per cent. , 

In spite of the substantial increase in the volume 
of credit business during 1946, the level of cash 
sales continued to be relatively higher than dur- 
ing 1941. This situation was shown for four types 
of stores (department, men’s clothing, furniture, 
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banks in 1946 was 8.5 per cent, or $1 of capital for 
every $11.70 of deposits; and at country banks 7.8 
per cent; or $1 of capital for every $12.80 of deposits. 
These percentages may be compared with the 
present ratio of cael to deposits of all insured 
banks in the United States of 6.5 per cent. On the 
average, the standard prewar ratio of capital to 
deposits was 16-20 per cent — $1 of capital to S6 
or $5 of deposits. Presently, however, the banks 
hold a greater proportion of assets of higher 
quality than was true before the war. 

Both country and city banks made additions to 
capital accounts during the year. Country banks 
strengthened their capital accounts somewhat more 
than city banks. The larger part of the additions 
came from retained earnings and a smaller part from 
sales of stock by an increasing number of banks. 
The retirement of preferred stock and debentures, 
provided for in some recapitalization plans of the 
1930's, further improved the position of these 
banks by reducing fixed charges. The net balance of 
funds available for capital after taxes and all 
charge-offs was two-tenths of one per cent of toral 
available funds (capital funds plus gross deposits, 
bills payable, and rediscounts) as compared with 
four-tenths of one per cent in 1945 at Boston mem- 
ber banks. Outside Boston the percentage was 
five-tenths of one per cent — the same as last year. 

On the whole, resources, liabilities, earnings, 
expenses, and comparative ratios reflect progress 
toward postwar banking stability. Methods of 
lending and investing have been reexamined and in 
some cases improved. More widespread adoption 
of the practice of setting up valuation reserves 
against specific assets represents a more critical 
appraisal of the soundness of assets. Management 
seems more keenly aware of its function to protect 
depositors’ funds and to accommodate the needs of 
the community for credit with a well-rounded 
group of services. 


automobile tire and accessory) in the chart on 
page 5 of the Review for May 1947. 

The largest percentage gain in total sales (1946 
vs. 1945) was made by household appliance stores 
(+204%), which was followed in order by auto- 
mobile dealers (+176°(), furniture stores (+46), 
hardware stores (+45%), automobile tire and ac- 
cessory stores (+36%), men’s clothing stores 
(+287), department stores (+26%), jewelry stores 
(+23%), women’s apparel stores (+17%). The 
sharp gains made by household appliance stores and 
automobile dealers reflect the increasing availabili- 
ty of these goods, coupled with the heavy demand 
resulting from deferred buying during the war. 

The relative importance me credit sales to total 
in 1946 and 1945 for each of the nine lines of busi- 
ness represented and for all reporting stores com- 
bined is shown in the chart on the following page. 
In 1945 credit sales in the aggregate constituted 
43 per cent of total sales; in 1946 the proportion had 
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increased to 47 per cent. Of the net increase in 
credit sales, about four-fifths was in charge accounts 
and one-fifth in instalment business. 

The expansion of consumer credit was uneven 
among the several lines of trade. Household appli- 
ance stores, rising from second place to first in per- 
centage of credit sales to total, showed an increase 
of eight points caused principally by gains in in- 
stalment business. Smaller gains in the importance 
of credit occurred in department, jewelry, women's 
apparel, hardware, and men’s clothing stores, but 
in furniture, automobile tire and accessory stores, 
and automobile dealers the proportion of credit 
sales decreased. 

The proportion of charge account sales to total 
increased for all lines of trade except jewelry, in 
which the proportion remained the same, and 
automobile dealers, in which it decreased. The 
share of instalment business also increased in the 
majority of lines, although hardware stores showed 
no change, and furniture and men’s clothing stores 
showed decreases. 

The relatively insignificant rise in the proportion 
of instalment sales to total sales may be attributed 
in part to a sharp increase during 1946 in consumer 
instalment loans by banks and other lending 
agencies, which enabled the consumer to pay cash 
at the store, and in part to the fact that in such 
lines as automobiles and household appliances con- 
sumers found themselves competing with one 
another in scarcity markets where dealers were in- 
clined to favor the customer who offered cash. 

Total receivables increased for each class of store, 
with a net gain of 53 per cent for all stores report- 
ing. By types of business the percentage gains were 
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as follows: household appliance stores, +102%; 
automobile dealers, +70%; department stores, 
+60%; men’s clothing stores, +51%; hardware 
stores, +39%; women’s apparel stores, +307; auto- 
mobile tire and accessory stores, +19%; jewelry 
stores, +16%. 

The tendency to show greater gains in year-end 
receivables than in annual sales volume can be ex- 
plained in part by differences in timing and does 
not necessarily indicate any general trend toward 
unsound credit practices by retail merchants. Sales 
ran substantially ahead of receivables in the case of 
automobile dealers (sales, +176%; receivables, 
+70%) and household appliance stores (sales, 
+204%; receivables, +102%). With the former 
the prevailing ones was to discount all instal- 
ment paper, and consequently the change in instal- 
ment receivables between December 31, 1945, and 
December 31, 1946, was negligible, although in- 
stalment sales increased 256 per cent. Household 
appliance stores, which had increases of better than 
200 per cent for both charge account (+221%) and 
instalment sales (+265%%), showed gains of 81 per 
cent and 118 per cent, respectively, for the corre- 
sponding classes of receivables. In both of these 
fields shortages of goods and heavy consumer de- 
mand were important factors. 


Inventories Increase 


The average retail value of inventories on Decem- 
ber 31, 1946, for all reporting stores was 54 per cent 
larger than at the end of 1945. The largest increase 
in inventories, 110 per cent, was made by automo- 
bile dealers, which was followed in order by men’s 
clothing stores (+104%), household appliance 
stores (+101%), furniture stores (+80°%), depart- 
ment stores (+479(), automobile tire and accessory 
stores (+46), jewelry scores (+42%), women's 
apparel stores (+37%), hardware stores (+37%). 

nventory turnover for all reporting stores at 
the end of 1946 was at a lower rate (5.0 times per 


year) than at the end of 1945 (5.8 times) and re-° 


flected the general improvement in merchandise 
stocks. Six of the nine kinds of business surveyed 
followed this pattern, the three exceptions being 
automobile dealers, hardware, and household appli- 
ance stores, where demand was so heavy and mer- 
chandise so scarce that the turnover rate increased. 
The sharpest declines in rate of turnover took place 
in men’s clothing, women’s apparel, and depart- 
ment stores. The slowest rate of turnover in both 
1945 and 1946 was found among jewelry stores. 


End of Year Financial Position 


Total current assets on December 31, 1946, for 
286 stores that furnished balance sheet data were 
16 per cent larger than a year earlier and total cur- 
rent liabilities gained 13 per cent, resulting in an 
over-all increase in the current ratio from 3.0 to 
3.2. The current ratio increased for department 
stores, men’s clothing, and women’s apparel stores; 
automobile tire and accessory stores showed no 
change in the current ratio and the five other types 
Showed decreases. Jewelry stores had the highest 
current ratio in both years, automobile tire and 
accessory stores the lowest. 
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Recent Changes in Demand Deposit Ownership 


IRST District commercial banks participating 

in the recent survey of ownership of demand 
deposits reported a moderate drop in total demand 
deposits of individuals, partnerships and corpora- 
tions of about $15 million to an estimated level of 
$3,880 million between July 31, 1946, and February 
26, 1947. The decline amounted to about 0.4 per 
cent in contrast to a 0.4 per cent increase for the 
country as a whole. This decline marks the first 
break ina three-year upward trend in the total of 
these deposits in New England.* 

Deposit balances of manufacturing concerns which 
comprised the largest class of demand deposits in 
this district during most of the war period continue 
in second place, having yielded first place to per- 
sonal deposits at the close of the war. 

Manufacturers’ deposits have shown some varia- 
tion over the past several years. The demand for 
war goods made a strong impact on the New Eng- 
land economy at the outset of hostilities. After 
termination of war orders, manufacturers found 
themselves with large balances of idle funds. Mate- 
rial and equipment shortages hampered resumption 
of peacetime operations. During the reconversion 
period, however, outlays for inventories and plant 
improvements drew down their deposits, causing 
transfers to personal accounts; the high volume of 
business activity during the first postwar year and 
the rapid increase of commercial loans restored 
these deposits to about their wartime record high. 
The decline of about four per cent, which developed 
during the latest survey period July 1946-February 
1947, has probably been caused by the financing of 


inventories, a greater volume of receivables, 


and continuation of outlays for plant moderniza- 
tion despite the continued increase in commercial 
loans and high business profits after dividend pay- 
ments. Throughout the United States manufac- 
turers’ deposits declined only 2.1 per cent. 

Deposits of public utilities, transportation, and 
communications companies as a group experienced 
the largest relative decline of any group in the 
survey. These deposits declined about nine per cent 
undoubtedly reflecting delayed ee of 
sums earmarked for reconversion. Transportation 
companies are replacing outmoded rolling stock, 
and communication companies and other utilities 
are embarking on rather extensive expansion pro- 
grams. Reconversion and modernization plans of 
these enterprises were retarded because of the diffi- 
culties of obtaining specialized types of equipment 
essential in their operations. 

For the first time in roughly three years deposits 
of retail and wholesale trade concerns declined be- 
tween surveys. Deposits of this group fell five per 
cent in this district, as compared with 3.6 per cent 
for the United States as a whole. The drop in trade 
deposits was accompanied by a sales level generally 
higher than at any other time. Basic causes were: 
further inventory expansion, replacement of in- 
ventories at higher prices, and increased receivables. 

Throughout New England personal deposits have 
continued to increase and at the end of February 
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1947 had reached an estimated level of $1,134 mil- 
lion. The rate of increase, however, has dimin- 
ished. In the seven months between the July 1946 
survey and the February 1947 survey these deposits 
gained only two per cent in contrast to a gain of 
12 per cent between July 1944 and January 1945. 
All classes of banks showed gains in personal 
deposits. The greatest gains occurred at banks 
whose total deposits range between $10 and $100 
million. At banks with deposits of less than $10 
million, the increase in farmers’ deposits was en- 
tirely responsible for the net gain in personal 
accounts. Farmers’ balances are ordinarily high 
during February because of the accumulation of 
the income from the marketing of cash crops. 
Other factors in the recent rise in personal accounts 
were the increases in bank loans to individuals — 
single payment and cash instalment loans, and the 
transfers through trade processes of expenditures 
by manufacturers and trade groups. The increase 
in personal deposits in this district of two per cent 
was less than half the increase of 4.4 per cent which 
was reported for all Federal Reserve districts. 
Deposits of financial businesses, influenced largely 
by a 17 per cent rise in insurance company funds, 
showed an eight per cent over-all increase during 
the recent survey. The increase in insurance de- 
posits contrasted with a decline of 15 per cent in 
the New York district and a decline of about two 
per cent for the United States. The accumulation 
of insurance funds in this district reflected a heavy 
volume of premium receipts and rearrangement of 
investment portfolios. Trust funds, finance com- 
panies, and brokers also showed increased accumu- 
lations probably awaiting investment opportunities. 


“Detailed tables showing -stim-'-4 ownsrship of demand deposits of individuals, 
Pactoerships and corporazior in the Firse Districe by type of owner in four bank-size 
groups are available, upon «=. esc, from this bank’s Research and Scatistics Deparrment. 
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Business Conditions Price 








NEW ENGLAND FACTORY EMPLOYMENT OFF 


d paw leveling off of business activity in the first 
quarter of 1947 in New England has since devel- 
oped into a more than seasonal downswing in fac- 
tory production and employment largely concen- 
trated in the nondurable goods industries. The 
high postwar level of production, accompanied by 
high costs and prices, has outpaced effective de- 
mand in many industries. The dollar volume of 
retail sales of most nondurable goods has been 
maintained primarily because prices have remained 
high; physical volume has declined in most non- 
durable lines except foods. As retail inventories 
have been built up, merchandise orders placed by 
stores have been reduced. Producers have looked 
more to export markets and many have curtailed 
operations. New England manufacturing employ- 
ment decreased two per cent from March to April. 
The number of business failures has risen sharply, 
although not to prewar levels. 

Despite these declines, the level of business activ- 
ity in both New England and the Nation remained 
high. Although the production of both durable 
and nondurable goods in the Nation declined from 
March to April, the general index was close to its 
peacetime high. April freight carloadings were 
greater than those of April 1946. Monthly electric 

ower production has exceeded that for correspond- 
ing months of 1946. 

Commodity prices also remained far above pre- 
war levels despite some reductions. The general 
wholesale level declined from 185.6 per cent of 
1935-39 average in March to 183.3 per cent in April. 
Declines were registered primarily in farm products, 
foods, chemicals, and leather products, although 
advances in May offset further decreases. Consumer 
prices have declined slightly since March but were 


FACTORY EMPLOYMENT AND PAYROLLS 
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New England factory employment suffered its severest de- 
cline in over a year between March and April. Because of its 
large percentage of textile, apparel, and leather factories, the 
decline of 2.0 per cent in New England was much greater 
than that of 0.9 per cent for the Nation. 
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approximately 50 per cent above prewar levels. 

Retail trade has been reflecting increased resist- 
ance arising from a faster advance in prices than in 
incomes since last year, and has been shifting from 
the abnormally high volume in soft goods back 
toward a more balanced pattern as durables have 
returned to the market. Total sales at New England 
department stores, while still high in diller 
volume, declined on a seasonally adjusted basis 
from March to April. Sales weakness has been 
marked in many lines of soft goods. 

Merchandise inventories in the region's depart- 
ment stores rose to 226 per cent of sales in April com- 
pared to 186 a year ago. Outstanding orders, on the 
other hand, have been cut from 228 to 91 per cent of 
sales over the same period. 

The effect of declining business activity upon 
New England manufacturing employment has been 
severe because of the concentration of nondurable 
goods industries here. Out of a total drop of 
139,000 manufacturing employees in the Nation 
from March to April, 31,000 were in this area. Al- 
though the decrease was primarily in nondurable 
goods and included 7,900 textile workers, 4,500 
leather workers and 3,400 apparel workers, there 
were also sizeable lay-offs in electrical, metal prod- 
ucts and lumber industries. Not reflected in these 
figures were many thousands of additional workers 
who were maintained on payrolls but with sub- 
stantially curtailed work schedules. A decline in 
the average number of hours worked per week by 
factory workers was reported in both Rhode Island 
and Connecticut, and was also inferred in Massa- 
chusetts where average weekly earnings of factory 
workers declined from $47.11 in March to $46.61 
in April. 


BUSINESS FAILURES AND LIABILITIES 
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The number of New England business failures in April was 
double that of March, triple that of April 1946 and the larg- 
est monthly total since January 1943. Liabilities of firms 
failing in April were exceeded in only two months since 
December 1941. 
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After rising somewhat in March average retail prices de- 
clined slightly in April, and a further decline in May was 
indicated in Massachusetts. The decline in April was due to 
a drop in food prices, other components increasing further or 
remaining stationary. 
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Estimated monthly freight carloadings declined somewhat 
from March to April. Compared to April 1946 there was an 
increase of 0.6 per cent on the seven New England railroads, 
but an increase of 26 per cent in the country because the coal 
strike was in effect during April 1946. 
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Recently rising wholesale prices of textile products leveled 
off somewhat in April as sales resistance was reflected from 
retail outlets. More than 11,000 textile and apparel work- 
ers in New England were laid off during April, and many 
others put on part-time schedules. 
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Cotton consumption by New England mills in April con- 
tinued to exceed levels of the previous month and a year ago. 
Nevertheless, high wholesale prices of cotton textile prod- 
ucts, which averaged 214 times prewar levels, have been 
partially responsible for reduced demand at retail outlets. 
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Activity was dull during April in New England's shoe and 
leather centers. Factories in those industries laid off 4,500 
workers during the month and established part-time 
schedules for others. Boot and shoe production fell 5.6 per 
cent from March and 28 per cent from April 1946. 
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Prices of wool and worsted goods continued upward in April. 
Government-owned wool last advanced about 21% cents a 
ound on April 1. Demand for worsted goods remained 
igh. Lower demand for soft woolens accounted for a 
drop of 3,700 workers in woolen mills in April. 
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Wholesale prices of metal products continued to advance 
in April but employment in New England metal industries 
declined by 1,500 from the previous month. Receipts of 
metals for fabrication in New England continued large com- 
pared with prewar volumes. 
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New England construction employment in April was 5.5 per 
cent greater than in March and 10 per cent greater than in 
April 1946. Sharply rising costs for the first quarter of 1947, 
especially for residential building, have deterred much con- 
templated construction. 
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Since 1930 the trend of income from loans at country mem- 
ber banks has been downward, while income from invest- 
ments has increased both in volume and percentage. In 
1946 income from loans increased and more than offset a 
decline in earnings on investments for the first time since 1941. 
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Yields on loans at Boston banks firmed in 1946 averaging 
2.7% but declined fractionally at banks outside to average 
4.6%. At member banks throughout the U. S. loan vields 
averaged 3.2% in 1946 compared with 3.0% in 1945. All N.E. 
member banks reported increased returns on securities. 
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Salaries and wages in 1946 aggregated $23 million — up $3 
million from 1945. The average salary increased 7%, the 
average wage 10%, and number of employees about 8%. De- 
cline in interest expense since 1930 reflects lower rates and 
prohibition since 1933 of interest on demand deposits. 
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A growing loan volume increased income from this tradi- 
tional source. Securities earnings, however, continue to 
represent the principal source of income at country banks. 
Yields improved somewhat because the average maturity of 
Government securities held in portfolio was lengthened. 
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